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HC2008BE126 F01

The Beneficiary interprets the term “Working Loop” to include any line from the
moment the Beneficiary connects the line by assigning a particular telephone
number to a specific customer until the Beneficiary disconnects the line and
returns that telephone number to available inventory for assignment to a new
customer. The Beneficiary determines the date upon which a customer’s line will
be disconnected pursuant to its disconnection policy.

Pursuant to the terms and conditions of the Beneficiary’s service, each customer
agrees that the Beneficiary has the right to place various limits upon the service in
the 60 to 90 days preceding the disconnect date.

During the 60 to 90 days preceding the disconnect date, the Beneficiary considers
these lines as “working loops” and includes them in line counts submitted in
accordance with Federal Communications Commission (“FCC”) Rule §54.307.

Federal Communications Commission (FCC) Rule §54.307(a) provides that a
competitive eligible telecommunications carrier (“CETC”) may receive universal
service support to the extent that the competitive eligible telecommunications
carrier captures the subscriber lines of an incumbent local exchange carrier (LEC)
or serves new subscriber lines in the incumbent LEC's service area.

Under FCC Rule §54.307(b), in order to receive support, a competitive eligible
telecommunications carrier must report to the Administrator the number of
working loops it serves in a service area pursuant to the schedule set forth in
paragraph (c) of this section. FCC Rule §54.307(b) defines working loops for
CETC’s as the number of working Exchange Line C&WF loops used jointly for
exchange and message telecommunications service, including C&WF subscriber
lines associated with pay telephones in C&WF Category 1, but excluding WATS
closed end access and TWX service.

It is unclear whether the inclusion of lines during the 60 to 90 days preceding the
disconnect date is in accordance with the definition of a working loop in Section
54.307(b).

Apart from Section 54.307(b) of the FCC’s Rules, no FCC rules, orders or
decisions explicitly address the definition of CETC working loops for universal
service support purposes.

The monetary impact on support was not quantified, as_
however, total disbursements made from the Universal Service Fun
uring the year ended June 30, 2008 amounted to $14,971,972.

The Beneficiary should seek guidance from the FCC on whether their policy,
including the interpretation of a working loop is in keeping with the FCC Rules.

Coral Wireless, LLC, d/b/a Mobi PCS (“Coral”), hereby responds to the
Independent Accountants’ (“Deloitte”) Report on Compliance Relating to High
Cost Support Received by Coral Wireless LLC d/b/a Mobi PCS (HC-2008-126)
for the Year Ended June 30, 2008 (the “Report”). Coral provides pre-paid mobile
services. Apart from Section 54.307(c) of the FCC’s Rules, no FCC rules, orders
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or decisions explicitly address the definition of competitive -eligible
telecommunications carrier (“CETC”) “working loops” for universal service
support purposes. Indeed, on October 27, 2003, the FCC denied a petition filed
by the Personal Communications Industry Association (“PCIA”) requesting
clarification of the definition of “working loops” as applied to wireless CETCs on
the grounds that

[t]he issues raised by PCIA are within the scope of the separate proceeding to
comprehensively reexamine the Commission's rules governing portability of
high-cost support, which is currently before the Joint Board. We emphasize
that our denial of PCIA's petition here does not in any way prejudge what
action we ultimately may take in the portability proceeding.

Federal-State Joint Board on Universal Service, 18 FCC Rcd 22559, 22639
(2003) (emphasis added); see also Petition for Reconsideration and/or
Clarification of the Personal Communications Industry Association, CC Docket
No. 96-45 (filed Jan. 3, 2000) at 5 (“PCIA requests that the Commission clarify
or, as necessary, reconsider this requirement with respect to wireless carriers and
find that a "working loop" for a wireless carrier is designated by a working phone
number.”). The Commission has yet to take any action in the portability
proceeding, and thus any clarification of Section 54.307(c) of the FCC’s rules by
the Commission would have to apply on a prospective basis only. In light of the
Commission’s pending consideration of the clarification of the definition of
“Working Loop” as applied to wireless CETCs, Coral interprets the term
“Working Loop” to include any line from the moment Coral connects the line by
assigning a particular telephone number to, or porting in a particular telephone
number on behalf of, a specific customer until Coral disconnects the line and
returns that telephone number to Coral’s available inventory for assignment to a
new customer on a first come, first served basis or releases it to the carrier from
which it was ported in to Coral on behalf of the former customer (Coral does not
hold telephone numbers on reserve for customers in anticipation of the
establishment of an account or on a seasonal basis). Coral determines the date
upon which a customer’s line will be disconnected pursuant to its disconnection
policy. As a provider of pre-paid mobile services, a customer can purchase more
pre-paid services at any time until the customer’s line is disconnected pursuant to
the disconnection policy. As such, until the day of disconnection pursuant to the
disconnection policy, it is impossible to know whether a customer’s line will be
disconnected or not. Therefore, Coral’s interpretation of Section 54.307(c) of the
FCC’s rules is reasonable and consistent with FCC precedent.
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April 21,2011

Mr. Barry Rinaldo
Coral Wireless d/b/a Mohi PCS
Chiefl Financial Officer

33 Bishop St.. Suite 1200
Honolulu, HI 96813

Re: Coral Wireless d/b/a Mobi PCS Report HC-2008-126

Dear Mr. Rinaldo:

I'he Universal Service Administrative Company (USAC) at the direetion of the Federal
Communication Commission (FCC or Commission) Office of Inspector General (OIG).
previously cngaged the services of the independent accounting firm of Deloitic &
Touché. L1.P (Firm) to perform an cxamination and provide an opinion concerning Coral
Wireless d-b a Mobi PCS’s (Coral Wireless) compliance with 47 C.I*.R. Part 54, relevant
sections of 47 C.F.R. Parts 32. 36. 64. and 69. and relevant Commission orders
teollectively. the Rules) and to assist in fultilling FCC requirements related to the
Improper Payment Information Act (IPIA)' relative to specific study area High Cost
Program (HCP) support disbursements made by USAC during the period July 1. 2006
through June 30, 2007 (Audit Period).

The USAC Internal Audit Division (IAD) reviewed the audit work papers and supporting
documentation completed by the Firm. including the working loop audit finding noted by
the Firm. 1AD determined that the Firm has obtained adequate documentation to support
the working loop finding.

IAD would like to extend the opportunity for Coral Wircless to review the Firm's
updated finding and Coral Wireless” original response. Please see the enclosure. If Coral
Wircless would like to provide additional documentation or update its response. please
provide such information by May 6, 2011.

If there are any matters or issues that you would like to make us anare of. or if vou have
any uestions or concerns. please feel free to contact Leleshia Delmar or myselt at 202-
776-0200.

PSee 3T1LS.C. 3 3122; Public [aw 107-300, Stat. 2350, November 26, 2002,
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Thanking you in advance for vour full cooperation.
Sincerely.

i
fr fr

N 4
Wayng' M. Scott -
Vice President

Internal Audit Division

Aug. 10, 2012 Letter - Att. 4
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Scope of Work

The audit procedures consisted of the following:

e Identity the number of lines reported as working loops during the 60-90 day
period preceding the disconnect date which were included in the line count filings
as of September 30. 2006 and December 31. 2006.

¢ Quantify the number of lines reported as working loops during the 60-90 day
period preceding the disconnect date that were included in the September 30,
2006 and December 31, 2006 filings where the phone numbers were returned to
inventory. and service was not reactivated.

s Rcport the results of findings.

Audit Results

Background

In the attestation engagement report dated March 10, 2010. the Firm reported that the
Coral Wirelcss (the Beneficiary) interprets the term “Working Loop™ to include any line
from the moment the Beneficiary connects the line by assigning a particular telephone
number to a specific customer until the Beneficiary disconnects the line and returns that
telephone number to available inventory for assignment to a new customer. The
Beneficiary has the right to place various limits upon the service in the 60 to 90 days
preceding the disconnect date. including limiting the customer’s ability to only call 911
or call the Beneficiary to reactivate the line. The standard practice of the Beneficiary is to
maintain an account in their switch and to maintain the telephone number for the
customer for a period of 60 to 90 days beyond the service expiration date. Hence, even
though a payment had not been received from the customer, the Beneficiary would
maintain the line in the Beneficiary system such that it could immediately reactivate the
line for the customer upon reccipt of payment. During the 60 to 90 days preceding the
disconnect date. the Beneficiary considers these lines as working loops and includes them
in the line counts submitted in accordance with FCC Rule §54.307. The lines do not
appear to meet the definition of a working loop as the service is prepaid. meaning that the
linc is not revenue producing. and was not active as of September 30, 2006.

The finding provided below is similar 1o the finding noted in the original audit (HC-2008-
126) with additional details provided.

Condition The Beneficiary provides wireless services on a month-to-month basis
where the services arc paid in advance. Revenues from wireless services
are recognized as services are rendered. Amounts received in advance arc
recorded as deferred revenue and are recognized on a straight-line basis
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over the period of service.

The Beneficiary interprets the term “Working Loop™ to include any linc
from the moment the Beneficiary connccts the line by assigning a
particular telephone number to a specific customer until the Beneficiary
disconnects the line and returns that telephone number to available
inventory for assignment o a new customer. The Beneficiary determines
the date upon which a customer’s line will be disconnected pursuant to its
disconnection policy.

Criteria In the Glossary to 47 CFR Part 36. a working loop is defined as a revenue
producing pair of wires. or its equivalent, between a customer's station and
the central office from which the station is served.

Federal Communications Commission (FCC) Rule §54.307(a) provides
that a competitive eligible telecommunications carrier (“CETC™) may
receive universal service support to the extent that the competitive cligible
telecommunications carrier captures the subscriber lines of an incumbent
local exchange carrier (LEC) or serves new subscriber lines in the
incumbent LLEC's service area.

Under FCC Rule §54.307(b). in order to receive support. a competitive
cligible telecommunications carrier must report to the Administrator the
number of working loops it serves in a service area pursuant to the
schedule set forth in paragraph (c) of this section. FCC Rule §54.307(b)
detines working loops for CETCs as the number of working Exchange
Line C&WT loops used jointly for exchange and message
telecommunications service. including C& WF subscriber lines associated
with pay telephones in C&WF Category 1. but excluding WATS closed
end access and TWX service.

Effect The Beneficiary provides wireless services on a month-to-month basis
where the services are paid in advance. As the wireless service is prepaid.
the line ceases to be revenue producing at the end of the prepaid period.
and thus should not be included in the filings.

Cause The Beneficiary interprets the term “Working Loop™ to include any line
from thc moment the Beneficiary connects the line by assigning a
particular telephone number to a specific customer until the Beneficiary
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disconnects the line and returns that telephone number to available
inventory for assignment 1o a new customer. The Beneficiary determines
the date upon which a customer’s line will be disconnected pursuant to its
disconnection policy.

Pursuant to the terms and conditions of the Beneficiary’s service, each
customer agrees that the Beneficiary has the right to place various limits
upon the service in the 60 to 90 days preceding the disconnect date.

During the 60 to 90 days preceding the disconnect date. the Beneticiary
considers these lines as “working loops™ and includes them in line counts
submitted in accordance with Federal Communications Commission
("FCC™) Rule §54.307.

Beneficiary Response

Coral Wireless, LL.C, d/b/a Mobi PCS (Coral™). hereby responds to the Independent
Accountants” ("Deloitte™) Report on Compliance Relating 1o High Cost Support
Received by Coral Wireless 1.1.C d/b/a Mobi PCS (11C-2008-126) for the Year Ended
June 30, 2008 (the “Report™). Coral provides pre-paid mobile services. Apart from
Scction 54.307(c) of the FCC’s Rules. no FCC rules. orders or decisions explicitly
address the definition of competitive eligible telecommunications carrier "CETC™)
“working loops™ [or universal service support purposes. Indeed. on October 27, 2003, the
FCC denied a petition filed by the Personal Communications Industry Association
(“PCIA™) requesting clarification of the definition of “working loops™ as applied to
wireless CE I'Cs on the grounds that

[t]he issues raised by PCIA are within the scope of the scparate proceeding
10 comprehensively reexamine the Commission's rules governing
portability of high-cost support. which is currently before the Joint Board.
We emphasize that our denial of PCIA's petition here does not in any
way prejudge what action we ultimately may take in the portability
proceeding.

Federal-State Joint Board on Universal Service. 18 FCC Red 22559, 22639 (2003)
(emphasis added); see also Petition for Reconsideration and/or Clarification of the
Personal Communications Industry Association, CC Docket No. 96-45 (filed Jan. 3.
2000) at 5 (“PCIA requests that the Commission clarify or. as necessary. reconsider this
requircment with respect to wircless carriers and find that a "working loop" for a wireless
carricr is designated by a working phone number.™). The Commission has vet to take any
action in the portability proceeding, and thus any clarification of Section 54.307(c) of the
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FCC’s rules by the Commission would have 1o apply on a prospective basis only. In light
of the Commission’s pending consideration of the clarification of the definition of
“Working Loop™ as applied to wircless CETCs, Coral interprets the term ~Working
Loop™ to include any linc from the moment Coral connects the line by assigning a
particular telephone number to, or porting in a particular telephone number on behalf of.
a specific customer until Coral disconnects the line and returns that telephone number to
Coral’s available inventory for assignment to a new customer on a first come. first served
basis or releases it to the carrier from which it was ported in to Coral on behalf of the
former customer (Coral does not hold telephone numbers on rescrve for customers in
anticipation of the establishment of an account or on a seasonal basis). Coral determines
the date upon which a customer’s line will be disconnected pursuant to its disconnection
policy. As a provider of pre-paid mobile services, a customer can purchase more pre-paid
services at any time until the customer’s line is disconnected pursuant to the
disconnection policy. As such, until the day of disconnection pursuant to the
disconnection policy. it is impossible to know whether a customer’s line will be
disconnected or not. Therefore, Coral’s interpretation of Section 54.307(¢) of the FCC’s
rules is reasonable and consistent with 1'CC precedent.

|

If Coral Wireless does not respond to this letter with additional documentation or an
updated responsc by May 6, 2011, IAD will submit the Firm’s finding and Coral
Wireless® original response (as noted above) to USAC management to determine what
action, if any, is required. If USAC Management determines that corrective action is
necessary, they will be in contact with you.
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High Cost and Low Income Division

USAC

By Certified Mail. Return Receipt Requested

June 12, 2012

Mr. Barry Rinaldo

Chief Financial Officer

Coral Wireless d/b/a Mobi PCS
733 Bishop St.. Suite 1200
Honolulu, HI 96813

Re: Action to be Taken Resulting from High Cost Audit of Coral Wireless LLC d/b/a Mobi
PCS (SAC 629002) follow-up to Audit Report HC2008BE 126

Dear Mr. Rinaldo:

A follow-up audit of Coral Wireless LLC d/b/a Mobi PCS for Study Area Code (SAC)
629002 was conducted for disbursements to the carrier from July 1, 2007 to June 30,
2008 by USAC Internal Audit Division. As directed by the FCC, USAC is obligated to
implement ail recommendations arising from the auditors including recovery of funds that
may have been improperly disbursed to beneficiaries.

Consistent with current administrative practice, if the recovery amount exceeds the
company's disbursement for that month, USAC will continue to offset the remaining
recovery amount balance against subsequent High Cost support disbursements until
such time as the full amount is recovered. if necessary, USAC reserves the right to
invoice and collect any remaining amounts owed.

As is the case with any decision of the USF administrator, you have the right to appeal
this decision to USAC or directly to the FCC pursuant to 47 C.F.R. § 54.719. The appeal
must be filed within 60 days of the date of this letter as required by 47 C.F.R. §
54.720(a) and must conform to the filing requirements of 47 C.F.R. § 54.721. Additional
information about the appeals process may be found at

http.//iwww usac.org/hc/about/iprogram-inteqrity/appeals. aspx.

Sincerely,

High Cost Management

20001 Stremt NW  Swite 200 Washington DC 20046 voice 202 776 0200 Fax 202 776 00BO  www usac org



From: Wayne Scott

Sent: Thursday, July 19, 2012 1:59 PM

To: Peter Gose

Cc: Daubert, Todd D.; Himowitz, J. Isaac
Subject: RE: Request for Copy of Audit Report

Mr. Gose

The correspondence you recently received from USAC was based on the follow audit work performed in
2011. Please see attached documents.

Thanks,
Wayne

From: Peter Gose [mailto:peter.gose@mobipcs.com]
Sent: Wednesday, July 18, 2012 5:45 PM

To: Wayne Scott

Cc: Daubert, Todd D.; Himowitz, J. Isaac

Subject: Request for Copy of Audit Report

Mr. Scott,

We have received correspondence from USAC indicating that the USAC recently has completed an audit
of Coral Wireless d/b/a Mobi PCS (HC-2008-126). We have not yet received a full copy of this audt,
though we are entitled to review it.

We request that you send an electronic copy of the audit to me at peter.gose@mobipcs.com as soon as
possible. In addition, please copy my attorneys, Todd Daubert (todd.daubert@snrdenton.com) and Isaac
Himowitz (isaac.himowitz@snrdenton.com) on this and all future communications.

Please le me know if you have any questions or concerns.

Peter Gose

Director Regulatory Affairs

Pacific Guardian Center - Makai Tower
733 Bishop Street - Suite 1200
Honotulu, HI 96813

Direct Line: 808.723.2072
peter.gose@mobipcs.com
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Beneficiary Response
May 20, 2011

Coral Wireless, LLC, d/b/a Mobi PCS (“Coral”), hereby responds to the Independent
Accountants’ (“Deloitte”) updated finding for the Report on Compliance Relating to High Cost
Support Received by Coral Wireless LLC d/b/a Mobi PCS (HC-2008-126) for the Year Ended
June 30, 2008 (the “Updated Report”). See Attachment 1., Coral strongly objects to::

1. The content and conclusions of the Updated Report;

2. The audit process followed by Deloitte and the Universal Service Administrative
Company (“USAC>) to reach the content and conclusions of the Updated Report; and

3. The description in USAC’s letter dated April 21,2011 to Barry Rinaldo, Chief
Financial Officer of Coral Wireless d/b/a Mobi PCS, (“USAC Letter™), see
Attachment 1, of the audit history and findings of the initial Report on Compliance
Relating to High Cest Support Received by Coral Wireless LLC d/b/a Mobi PCS
(HC-2008-126) for the Year Ended June 30, 2008 (the “Initial Report™).

For the reasons set forth in this Response, a decision by Deloitte and USAC to finalize and
publish the version of the Updated Report attached to the USAC letter would constitute a
knowing and willful violation of federal law that would cause foreseeable and substantial harm

to Coral.

'Key Statutory and Regulatory Requirements that Govern the Audit

Federal law requires USAC to administer the universal service fund (“USF”) consistent
with the applicable:

e Federal statutes;

o Rules, orders and directives promulgated by the Federal Communications Commission
(“FCC”); - N .

¢ Government and FCC accounting réquirements; and

e Other regulations.

See, e.g., 47 U.S.C. 254; 47 C.F.R. §§ 54.702(b)~(n), 54.711, 54.715; Government Auditing
Standards (“GAQ Yellow Book” or “GAGAS”), July 2007 Revision; Memorandum of
Understanding between the FCC and USAC, effective September 9, 2008. In administering the
USF, USAC must also conduct its operations in a manner that enables the FCC to comply with
all applicable federal statutes, including accounting requirements, on an ongoing basis. See e.g.,
47 C.F.R. § 54.702(n).



Aug. 10, 2012 Letter - Att. 7 (pt. 2)
CONFIDENTIAL

The FCC’s rules explicitly prohibit USAC from interpreting unclear provisions of the
statute or rules, or interpreting the intent of Congress. See 47 C.F.R, § 54.702(c). Where the Act
or the FCC's rules are unclear, or do not address a particular situation, the rules explicitly
mandate that USAC seek guidance from the FCC. See id.

The FCC’s rules also explicitly prohibit USAC from making policy, or even advocating
substantive policy provisions relating to universal service support mechanisms before the FCC.
See 47 C.F.R. § 54.702(c)-(d). As such, USAC cannot, consistent with applicable law, adopt
interpretations of unclear rules as a means for engaging in substantive policy advocacy before the
FCC through the USAC decision appellate process. In light of this explicit restriction on USAC,
independent auditors hired by USAC likewise cannot use the appellate process to advocate
policy by unlawfully adopting interpretations of unclear rules,

The FCC’s rules further require that audits of USF beneficiaries by USAC or any
independent auditor hired by USAC be conducted in accordance with generally accepted
government anditing standards. See 47 C.F.R. § 54.702(n). These standards include the GAGAS
set forth in the GAO Yellow Book.

The ethical principles that guide the work of auditors who conduct audits in accordance
with GAGAS are:

¢ the public interest;

o integrity;

o objectivity;

e proper use of government information, resources, and positions; and

« professional behavior.

With respect to integrity, the GAGAS make clear that “[i]ntegrity includes auditors’ conducting
their work with an attitude that is objective, fact-based, nonpartisan, and nonideological with
regard to audited entities and users of the auditors’ reports . . . . [Clommunications with the
audited entity, those charged with governance, and the individuals contracting for or requesting
the audit are expected to be honest, candid, and constructive.” GAO Yellow Book, Section 2.08
(emphasis added). With respect to objectivity, the GAGAS make clear that “{o]bjectivity
includes being independent in fact and appearance when providing audit and attestation
engagements, maintaining an attitude of impartialily, having intellectual honesty . ...” GAO
Yellow Book, Section 2.10 (emphasis added).

GAGAS require both USAC and the independent auditor to be transparent and disclose
all relevant facts and legal support for all proposed findings, particularly in light of the
prohibition on interpretation of the law by USAC. The auditor must “obtain sufficient evidence
to provide a reasonable basis for the conclusion that is expressed in the [audit] report.” GAO
Yellow Book, Section 6.04(b). The auditor must, in the audit report, present:

« Sufficient, appropriate evidence to support the findings and conclusions; and
» Descriptions of limitations or uncertainties within the reliability or validity of evidence.

GAO Yellow Book, Sections 8.14 & 8.15. The auditor must also provide “a draft report with
findings for review and comment by responsible officials of the audited entity and others [in

2
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order t¢ help] the auditors develop a report that is fair, complete, and objective.” GAO Yellow
Book, Section 6.45 (emphasis added). Accordingly, GAGAS require both USAC and the
independent auditor to be transparent and disclose all relevant facts and legal support for all
proposed findings, particularly in light of the prohibition on interpretation of the law by USAC.

If the audited entity’s comments are inconsistent or in conflict with the findings,
conclusions or recommendations in the draft report, GAGAS require auditors to evaluate the
validity of the audited entity’s comments and either:

¢ Explain in their report their reasons for disagreement with the audited entity; or

o Modify their report as necessary if they find the comments valid and supported with
sufficient, appropriate evidence.

GAO Yellow Book, Section 6.49. *

The rules and GAGAS require an independent auditor to issue a— if
the auditor would have to rely upon an unclear rule to support a proposed finding, because the
FCC’s rules expressly prohibit USAC and independent auditors hired by USAC from
interpreting any unclear rule ~- even if the proposed interpretation would otherwise be perfectly
reasonable. Consequently, where an interpretation of an unclear rule is currently pending before
the FCC, and thus the FCC itself could apply the interpretation on a prospective basis only, an
auditor cannot rely upon the interpretation to issue a finding of material non-compliance. An
independent auditor who is being pressured by USAC or the FCC to issue an audit report that is
inconsistent with the applicable law, including the GAGAS, has a legal and ethical duty to
withdraw from the audit.

Background and History of this Audit

Initiation and Prosecution of the Audit

On December 30, 2008, Coral received notice from Deloitte that it had been engaged by
USAC to examine the compliance of Coral, relative to Study Area Code No. 629002, with 47
C.F.R, Part 54, Subparts C and D of the FCC’s Rules and related Orders governing Universal
Service Support for the High Cost Program (“HCP”) relative to disbursements of $14,971,972
for telecommunication services made from the USF fund during the year ended June 30, 2008.
See Attachment 2. In January 2009, Coral received and responded to information requests from
Deloitte and continued to work with Deloitte personne! throughout February and March 2009.

On February 27, 2009, Brian Morris of Deloitte’s Audit and Risk Enterprises group
requested additional information from Coral that only incumbent wireline carriers record and
supply to USAC and the FCC: the information requested was not relevant for, or even gathered
by, wireless carriers. See Attachments 3 and 4. On March 2, 2009, Peter Gose, Coral’s Director
of Regulatory Affairs, held a WebEx teleconference to help Mr. Morris and other Deloitte
auditors better understand the USF data reporting requirements and why certain information
Deloitte had requested was not relevant for wireless carriers. During that teleconference, Coral
also provided a detailed explanation of its line count methodology and why its conservative
approach results in a significant underreporting of Coral total working lines. See Attachments 4

and 3.
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On September 14, 2009, Patricia DiMaria, Senior Manager at Deloitte, transmitted
Deloitte’s initial draft audit report to Coral. The report contained two erroneous findings. The
first erroneous finding was that Coral had not advertised supported services as required by the
FCC’s rules. The second érroneous finding was that Coral had been underpaid by USAC. In its
response, Coral identified both errors. See Attachments 6 and 7. Additionally, Patricia DiMaria
transmitted Deloitte’s first draft management representation letter. See Attachment 8.

On September 16, 2009, Patricia DiMaria transmitted a second draft audit report that (1)
retracted the finding of non-compliance with respect to advertising of supported services but (2)
retained the erroneous finding that Coral had been underpaid by USAC. See Attachments 9 and
10. Patricia DiMaria also transmitted Deloitte’s second draft management representation letter.
See Attachment 11. Coral promptly notified USAC and Deloitte that the remaining
underpayment finding was erroncous, and USAC agreed with Coral’s observation. See
Attachment 12.

On October 22, 2009, Coral received notification from Patricia DiMaria of Deloitte that
the firm would be continuing the audit to test a period germane to USF high cost fund support
payments. During November and December of 2009, Coral supplied all additional information
that Deloitte requested. See Attachment 13.

See Attachments 14 and 15. Additionally, Krista
McClintock Smith transmitted Deloitte’s third draft management representation letter. See
Attachment 16. Specifically,

On February 17, 2010, Krista McClintock Smith notified Coral that Deloitte had spoken
with the Moss Adams consulting firm and, on the basis of the citation of a definition for working
loops in a 1997 Universal Service Data Request issued by the FCC on Forward-Looking
Mechanism for High Cost Support to Non-Rural LECs in DA 97-1433 CC Docket No. 96-45,
ee Attachment

17.

On February 22, 2010, Krista McClintock Smith transmitted Deloitte’s third draft audit ‘

report, which contained one erroneous finding that

. See Attachments 18 and 19, On February 24, 2010, Krista McClintock Smith
notified Coral that Deloitte would correct errors in its draft audit report that Coral had identified.
Deloitte had erroneously referenced Section 36.611 of the FCC’s rules, 47 C.F.R. § 36.611,
which applies only to wireline incumbent local exchange carriers (“ILECs™) rather than
Subsections (a) and (c) of Section 54,307 of the FCC’s rules, 47 C.F.R. § 54.307, which apply to
wireless competitive Eligible Telecommuntications Carriers (“CETCs”). See Attachment 20. On

4
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March 1, 2010, Krista McClintock Smith transmitted Deloitte’s fourth draft audit reiort, which

See Attachment 21.

On March 4, 2010, Krista McClintock Smith notified Coral that Deloitte was in the
process of conferring with Warinner, Gesinger & Associates, LLC, (“WGA™), USAC’s
consulting firm for conducting quality assurance reviews of its externally sourced audits, with
respect to Coral’s management response to Deloitte’s audit report. See Attachment 22.

. Later that same day, Krista McClintock Smith notified
Coral of WGA’s belief that (1) there is no clear answer about the proper interpretation of the
term “working loop” as used in Section 54.307 of the FCC’s rules, 47 C.F.R. § 54.307, and (2)
the FCC ultimately would have to rule on the issue since USAC has no authority to interpret
unclear FCC rules
Il Scc Attachments 23 and 24. Specifically, Krista McClintock Smith notified Coral and its
outside counsel that Deloitte would base it ] JJQEI on Deloitte’s own interpretation of
the FCC rules. See Attachment 25.

On March §, 2010, Coral together with its outside counsel held a teleconference with
Deloitte personne! Krista McClintock Smith, Joan Schweizer, and Jonathan Bass to discuss the
basis for Deloitte’s one finding. Jarret Rea of WGA also participated in the teleconference. Coral
described its position as to why it believed Deloitte’s audit finding was not based on an accurate
application of the FCC’s rules. Deloitte noted that it would consult further with the WGA experts
and take Coral’s position under advisement. On March 5, 2010, Krista McClintock Smith
notified Coral that Deloitte and WGA had conferred further and indicated that Deloitte would
move forward with due to the inherent ambiguity of Section 54.307(b).
Krista McClintock Smith also transmitted Deloitie’s fifth draft audit report, which contained

citing limitations in the scope of Deloitte’s examinatiorjj G

See Attachments 26 and 27.

On March 8, 2010, Krista McClintock Smith transmitted Deloitte’s sixth draft audit
report (f.., the Initial Report), which contained — on the basis of Deloitte’s
inability to clearly determine whether Coral’s policies are in conflict with the FCC’s Rules. The
earlier citing scope limitations was removed. See Attachments 28 and 29.
Additionally Krista McClintock Smith transmitted Deloitte’s fifth and final draft management
representation letter for Coral to complete and return. See Attachment 30.

On March 18, 2010, Coral transmitted a signed management representation letter and its
management response to Deloitte. Both response documents from Coral were based on the Initial
Report. See Attachments 31, 32 and 33,
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Initial Audit Finding Transmitted March 8, 2010

F

In accordance with Deloitte’s decision, the “Effect” portion of the Initial Report provided as
follows:

It is unclear whether the inclusion of lines during the
is in accordance with the definition

of a working loop in Section 54.307(b).

The “Cause” portion of the Initial Report provided as follows:

Apart from Section 54.307(b) of the FCC’s Rules, no FCC rules,
orders or decisions explicitly address the definition of CETC
working loops for universal service support purposes.

The “Monetary Impact on Support” portion of the Initial Report provided as follows:
The monetary impact on support was not quantiﬁed,_
ﬁnowever, total disbursements made from the
Universal Service Fund during the year ended June 30, 2008
amounted to $14,971,972.

The “Recommendation” portion of the Initial Report provided as follows:

The Beneficiary should seek guidance from the FCC on whether
their policy, including the interpretation of a working loop is in
keeping with the FCC Rules.

Reopening of the Initial Audit Finding

On April 21, 2011, USAC notified Coral by letter (i.e., the USAC Letter) that:

The USAC Internal Audit Division (IAD) reviewed the audit work
papers and supporting documentation completed by [Deloitte],
including the working loop audit finding noted by [Deloitte]. YAD
determined that [Deloitte] has obtained adequate documentation to
support the working loop finding.
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Accordingly, the IAD extended the opportunity for Coral “to review [Deloitte’s] updated finding
and Coral Wireless® original response.” See Attachment 1: USAC Letter at 1, Coral requested,
and was granted by Teleshia Delmar, an extension until May.20, 2011 to file its response.

The Reopening of the Audit Is Inconsistent with the Applicable Rules

The manner in which USAC and Deloitte have reopened the Initial Audit Finding is
inconsistent with the FCC’s rules and the requirements of GAGAS. Indeed, the USAC Letter and
Updated Report seriously mischaracterize both the initial audit history and the Initial Report in a
biased manner which suggests that the audit is no longer being conducted with integrity and
objectivity as required by GAGAS. Specifically, the USAC Letter and the proposed Updated
Report contain the following mischaracterizations and errors:

Mischaracterization of the Scope of the Audit

As explamed in the initia! draft report received by Coral on September 14, 2009 and in
five subsequent revisions leading to, and including, the Initial Report transmitted by Deloitte to
Coral on March 8, 2010, USAC engaged Deloitte:

to examine the compliance of [Coral], relative to Study Area Code
No. 629002, with 47 C.F.R. Part 54, Subparts C and D of the
Federal Communication Commission’s (“FCC”) Rules and related
Orders governing Universal Service Support for the High Cost
Program (“*HCP”) relative to disbursements of $14,971,972 for
telecommunication services made from the Universal Service Fund
during the year ended June 30, 2008.

Independent Accountant’s Report dated March 9, 2010, See Attachment 29. Notably, the scope
of the audit included only Subparts C and D of Part 54 of the FCC’s Rules. Consistent with this
description, Deloitte and Coral never discussed compliance with any other subparts of the FCC’s
Rules during the audit process, and Deloitte never examined, or purported to examine,
compliance with any other subparts of the FCC’s rules.

In stark contrast to the description of the scope of the audit in the Initial Report, the
USAC Letter now inaccurately claims that USAC:

previously engaged the services of the independent accounting
firm of Deloitte . . . to perform an examination and provide an
opinion concerning [Coral’s] compliance with 47 C.F.R. Part 54,
relevant sections of 47 C.F.R. Parts 32, 36, 64, and 69, and
relevant Commission orders {collectively, the Rules) and to assist
in fulfilling FCC requirements related to the Improper Payment
Information Act (IP1A) relative to specific study area High Cost
Program (HCP) support disbursements made by USAC during the
period July 1, 2006 through June 30, 2007 (Audit Period).

USAC Letter at 1. USAC now claims that the audit encompasses all of Part 54 rather than merely
Subparts C and D. USAC also now claims that the audit encompasses Parts 32, 36, 64 and 69 of
the FCC’s Rules, which is inexplicable because:
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¢ the FCC has not authorized USAC to conduct audits of wireless Eligible
Telecommunications Carriers (“ETCs”) for compliance with Parts 32, 36, 64 and 69; and

» Coral, as a wireless carrier, is not subject to Parts 32, 36 or 69, and Part 64 is irrelevant
with respect to wireless ETC compliance with universal service requirements.

s Part 32, the FCC’s Uniform System of Accounts, sets forth a standard chart of
account methodology that applies only to dominant wireline incumbent local
exchange carriers. See 47 CF.R. § 32.11(a).

» Part 36 applies only to wireline incumbent local exchange carriers. See, e.g.,
Jurisdictional Separations, 16 FCC Red 11382, 11385, para. 3 (2001) (providing
background on the Jurisdictional Separations rules).

s Part 64 is irrelevant with respect to wireless ETC compliance with Part 54 because
there is no requirement for a wireless ETC to apportion its accounts between
regulated and non-regulated operations.

o Part 69 applies only to wireline local exchange carriers for the development of
interstate access charges. See, e.g., 47 C.F.R. §§ 69.1 et. seq.

The date of the audit period was also changed from the year ending June 30, 2008 to the year
ending June 30, 2007. The Updated Report does not provide any explanation for the expanded
line count from the Initial Report.

The substantial changes to the description of the scope of the audit suggests that USAC
and Deloitte may be trying to bolster the claim that the proposed interpretation of Section 54.307
of the FCC’s rules is reasonable by secking unlawfully to expand the audit’s scope to cover
additional Parts, including bring Part 36 upon which USAC and Deloitte must rely to support the
proposed interpretation. Regardless of the intent, the scope and timeframe for the audit cannot
lawfully be changed at this late date.

Mischaracterization of the Initial Report

The USAC Letter incorrectly claims that Deloitte’s Initial Report resulted in the

USAC Letter at 1. This claim is incorrect in every aspect.

First, Deloitte concluded that
in accordance with the definition of a working loop in
Section 54.307(b).” As such, far from concluding that support was improper, Deloitte concluded
that they were unable to reach a decision with respect to whether the inclusion of a limited subset
of lines was improper. See Effect portion of the Initial Report.

Second, Deloitte never suggested that 100% of HCP support for the Audit Period was
improper. Rather, Deloitte had focused solely on the propriety of the reporting of] -
. Indeed, Deloitte ultimately did not even quantify the monetary impact on
support since i . See Monetary Impact on Support portion of the
Initial Report,

The USAC Letter also inexplicably claims that Deloitte’s decision to
I - v2s the resuit of Coral Wireless® lack [sic] understanding with [sic] the rules.”

8
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USAC Letter at 1. The regulations and GAGAS require USAC and all independent auditors
hired by USAC to be qualified to issue final audit reports based on their own research and
opinions, and to base all audit reports on sufficient and appropriate evidence. GAO Yellow
Book, Section 6.04(b). It simply is not possible for any misunderstanding by an audited entity to
cause an error in a final audit report that is the result of an audit that has been prosecuted in
accordance with federal law, including the GAGAS. Moreover, GAGAS require auditors to
present in the audit report;

» Sufficient, appropriate evidence to support the findings and conclusions; and

s Descriptions of limitations or uncertainties within the reliability or validity of evidence.

GAO Yellow Book, Sections 8.14 and 8.15. Accordingly,

ased solely upon Coral’s understanding of the rules, GAGAS required
Deloitte to so note in the Initial Report. To the contrary, Deloitte purported t

based solely upon its own research and conclusion that:

It is unclear whether the inclusion of lines

s in accordance with the definition
of a working loop in Section 54.307(b). . . . Apart from Section
54.307(b) of the FCC’s Rules, no FCC rules, orders or decisions
explicitly address the definition of CETC working loops for
universal service support purposes.

In short, there is no support for USAC’s claim that Deloitte’s decision
‘was the result of Coral Wireless’ lack [of] understanding [of] the rules,” a decision that
would have been unlawfu! if USAC’s description were accurate.

Inappropriate Withdrawal of the Initial Report and Propoesed Updated Report

In the USAC Letter, USAC explains that the USAC Internal Audit Division (“IAD”)
reviewed the audit work papers and supporting documentation provided by Deloitte. Based on its
review, “IAD determined that [Deloitte] has obtained adequate documentation to support the
working loop finding. . . . IAD would like to extend the opportunity for Coral Wireless to review
the Firm’s updated finding and Coral Wireless’s original response.” USAC Letter at 1.

Both the substance of the Updated Report as well as the process by which it was
developed are fundamentally inconsistent with the applicable rules, including the GAGAS
requirements. The Updated Report fails to identify any new documentation that was not
identified and addressed in the Initial Report. The Updated Report similarly fails to address
Coral’s original response or any of the information Coral provided Deloitte. The Updated Report
further fails to identify any lega! or factual basis for the proposed interpretation of Section
54.307 of the FCC’s rules, or any limitations or uncertainties about the reliability and validity of
the evidence. Finally, the Updated Report fails to explain why Deloitteﬂ

ased on exactly the same record

that existed when Deloitte concluded that applicable law, including its ethical obligations under
cacas,

These failures are fundamentally inconsistent with GAGAS, and they suggest that USAC
may have pressured Deloitte to withdraw its and issue a finding of material
non-compliance without regard to the applicable law and relevant facts. However, GAGAS

9
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require both USAC and the independent auditor to be transparent and disclose all relevant facts
and legal support for all proposed findings, particularly in light of the prohibition on
interpretation of the law by USAC. Since the proposed updated finding is fundamentally
inconsistent with Coral’s response, GAGAS require USAC and Deloitte to evaluate the validity
of the audited entity’s comments and:

» Explain in their report their reasons for disagreement with the audited entity; or

* Modify their report as necessary if they find the comments valid and supported with
sufficient, appropriate evidence.

GAO Yellow Book, Section 6.49. In light of the extensive communications between Deloitte and
Coral regarding (a) Section 54.307, (b) the GAGAS requirements, and (¢) the FCC rules that
explicitly prohibit USAC and its independent auditors from interpreting unclear provisions of the
rules or engaging in policy advocacy, the USAC Letter and Updated Report raise serious
questions about the integrity and objectivity of USAC and Deloitte.

In short, the USAC Letter and the Updated Report reflect a bias which suggests that
USAC and Deloitte are not conducting the audit with the integrity and objectivity required by
law. Specifically, the numerous and serious flaws in the Updated Report suggest that USAC and
Deloitte are not “conducting their work with an attitude that is objective, fact-based,
nonpartisan, and nonideological with regard to [Coral].” GAO Yellow Book, Section 2.08
{emphasis added). The flaws also demonstrate that communications with Coral have not been
“honest, candid, and constructive,” GAO Yellow Book, Section 2.08, and suggest that USAC
and Deloitte have failed to maintain “an attitude of impartiality, having intellectual honesty.”
GAO Yellow Book, Section 2.10 (emphasis added). It also suggests that USAC and Deloitte are
failing to meet the requirement of GAGAS that they be “independent in fact and appearance.”
GAOQ Yellow Book, Section 2,10 (emphasis added).

The Updated Finding Is Based on an Unlawful Interpretation of an Unclear
Rule

The proposed updated finding is based on an interpretation of the term “working line” in
Section 54.307 of the FCC’s Rules, 47 C.F.R. § 54.307, which provides in relevant part as
follows:

In order to receive support . . ., a competitive eligible
telecommunications carrier must report to the Administrator the
number of werking loops it serves in a service area pursuant to the
schedule set forth in paragraph (¢) of this section. 47 C.F.R. §
54.307(b) (emphasis added).

* * *

For universal service support purposes, working loops are defined
as the number of working Exchange Line C&WTF loops used
jointly for exchange and message telecommunications service,
including C& WF subscriber lines associated with pay telephoggs
in C&WF Category 1, but excluding WATS closed end access and
TWX service. Id. (emphasis added).

10
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Section 54.307 was written for wireline carriers rather than wireless carriers. Indeed, Section
54.307 explicitly defines the term “working loops™ for universal service support purposes in
terms of wireline facilities -- loops -- that wireless carriers do not have and thus do not use. All
of the illustrative examples provided in the rule itself (i.e., “C&WPF subscriber lines associated
with pay telephones in C&WF Category 1, but excluding WATS closed end access and TWX
service”) similarly refer to wireline facilities that wireless carriers do not have and thus do not
use. Accordingly, the definition of working loops in Section 54.307 makes no sense in the
wireless context, because none of the terms used in the definition itself refer to the facilities that
wireless carriers could use to provide service. Consequently, Section 54.307 is inherently unclear
with respect to wireless ETCs.

Faced with the inherent ambiguity created by the plain terms of Section 54.307 as applied
to wireless carriers, the Updated Report seeks to create clarity by relying upon extrinsic evidence
-- an unrelated and inapplicable definition from an appendix to Part 36 of the FCC’s rules -- to
introduce a new term that is not used in Section 54.307 itself but that could make sense in the
wireless context: “revenue generating.” However, the fact that USAC and Deloitte must resort to
extrinsic evidence in order to support the reading of Section 54.307 upon which the proposed
updated finding is based demonstrates conclusively that the Updated Report can be supported
only by interpreting an unclear rule in violation of Section 54.702(c) of the FCC’s rules. 47
C.F.R. § 54.702(c) (“The Administrator may not make policy, interpret unclear provisions of
the statute or rules, or interpret the intent of Congress. Where the Act or the Commission's rules
are unclear, or do not address a particular situation, the Administrator shall seek guidance from
the Commission,”)(emphasis added). In other words, the proposed updated finding’s reliance on
terms from an unrelated and inapplicable rule proves beyond question that the finding is based
on an unlawful interpretation of an unclear rule.

Apart from Section 54.307 of the FCC’s Rules, no FCC rules, orders or decisions
explicitly address the definition of CETC “working loops™ for universal service support
purposes. For this reason, the Personal Communications Industry Association (“PCIA”) filed a
petition requesting clarification of the definition of “working loops” in Section 54.307 as applied
to wireless CETCs. See Petition for Reconsideration and/or Clarification of the Personal
Communications Industry Association, CC Docket No. 96-45 {filed Jan. 3, 2000). Specifically,
PCIA asked the FCC to clarify Section 54.307 “with respect to wireless carriers and find thata
‘working loop’ for a wireless carriers is designated by a working phone number.” /d, at 5.
Although the FCC later denied PCIA’s Petition on different grounds, the FCC made clear that it
was considering the requested clarification of the term “working loops” in Section 54.307 as
applied to wireless ETCs in the portability proceeding:

The issues raised by PCIA are within the scope of the separate
proceeding to comprehensively reexamine the Commission's rules
governing portability of high-cost support, which is currently
before the Joint Board. We emphasize that our denial of PCIA's
petition here does not in any way prejudge what action we
ultimately may take in the portability proceeding.

Federal-Staie Joint Board on Universal Service, 18 FCC Red 22559, 22639 (2003) (emphasis
added; citation omitted). The Commission has yet to take any action in the portability
proceeding, and thus the term “working loop” in Section 54.307 of the FCC’s rules as applied to
wireless ETCs continues to be inherently unclear. Therefore, USAC and Deloitte cannot,
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consistent with applicable law and thus GAGAS, base a finding of material non-compliance as
proposed in the Updated Report upon its proposed interpretation -- or indeed any interpretation --
of the term “working loop” in Section 54.307 as applied to wireless ETCs like Coral.

The Proposed Interpretation of Section 54.307 Is Fundamentally Inconsistent
With Applicable Law

The proposed interpretation seeks to use a definition from an irrelevant rule that does not
apply to wireless carriers in order to interpret the applicable, but unquestionably unclear, rule
upon which the proposed finding is based: Section 54.307, 47 C.F.R. § 54.307. Specifically, the
preposed interpretation introduces the concept of “revenue producing” into the definition of
“working loops” in Section 54.307(b), which does not refer to revenue, by referring to an
unrelated appendix to Part 36 of the FCC’s rules. See 47 C.F.R. § 36 et. seq., Appendix —
Glossary (“Working Loop - A revenue producing pair of wires, or its equivalent, between a
customer’s station and the central office from which the station is served.”)

Part 36 of the FCC’s rules, which governs the jurisdictional separations process for
allocating costs between the state and federal jurisdictions in order to calculate wireline interstate
access charges, is not relevant for universal service purposes. Moreover, Part 36 applies only to
wireline ILECs, not competitive carriers like wireless CETCs. Because wireline ILECs have
functioning loops to every house whether the house receives service or not, the reference to
“revenue producing” lines in Part 36 is designed to ensure that only loops being used for a
customer at the time are counted for the purposes of jurisdictionat separations. By contrast,
wireless CETCs do not have a “loop equivalent” in place until a number is assigned to a
customer and configured in the network, so the Part 36 “revenue producing” distinction is
irrelevant for wireless carriers. Moreover, although the jurisdictional separations process does
not apply to wireless CETCs like Coral, the definition of Working Loops for the purposes of the
separations process focuses upon whether the loop generates revenue rather than the specific
timing of the payment of such revenue, which is consistent with Coral’s interpretation of the
definition of “Working Loop” for universal service purposes.

The revenue distinction is also irrelevant for both wireline and wireless carriers for
universal service purposes, which is why Section 54.307 does not refer to revenues. Specifically,
Section 54.307’s definition of working loop does not focus upon whether a line is producing a
specific type of revenue at a particular moment in time, which the FCC confirmed when it
requested data for universal service purposes:

-- Working loops include loops used for all services: message and
special, revenue and non-revenue.

-- Non-working loops include defective loops, loops reserved for
some future activity, and loops with a pending connect status.

Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Order, 12 FCC Red
9803, 9805, para. 7 (1997) (emphasis added). Although this definition is not binding, it reflects
the FCC’s interpretation of the term “working loops” for universal service purposes, which does
not focus on whether the loop generates revenue at all. Coral notes that none of the lines at issue
here were “non-working loops” because the lines were neither defective, reserved for future
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activity (Coral does not reserve telephone numbers for customers or offer seasonal use telephone
numbers), nor designated as pending connect (which is inapplicable to wireless carriers).

The FCC recently confirmed its view that lack of payment or usage by a customer does
not immediately disqualify a line for universal service support merely because the line is not
“revenue producing” as claimed in the proposed interpretation of Section 54.307. See
Telecommunications Carriers Eligible for Universal Service Support (Virgin Mobile Designation
as an Eligible Telecommunications Carrier), DA 10-2433, WC Docket No. 09-197 (rel. Dec. 29,
2010) (“Virgin Mobile Designation™). In the Virgin Mobile Designation, the FCC accepted
Virgin Mobile’s voluntary commitment to implement:

a non-usage policy in all states where it provides Lifeline service.
Virgin Mobile’s non-usage policy would require Virgin Mobile to
identify customers that have not used its Lifeline service for 60
days and not seek support for such customers if they do not
actively use the Lifeline service during a 30-day grace period. . . .
Under this policy, if no usage appears on a Virgin Mobile Lifeline
customer’s account during any continuous 60-day period, Virgin
Mobile will promptly notify the customer that the customer is no
longer eligible for Virgin Mobile Lifeline service subject to a 30-
day grace period. During the 30-day grace period, the customer’s
account will remain active, but Virgin Mobile will engage in
outreach efforts to determine whether the customer desires to
remain on Virgin Mobile’s Lifeline service. If the customer’s
account does not show any customer-specific activity during the
grace period (such as making or receiving a voice call, receiving or
sending a text message, downloading data or adding money to the
account), Virgin Mobile will deactivate Lifeline services for that
customer. In addition, the Company will not seek to recover a
federal Universal Service Fund subsidy for the free minutes
provided to the customer during the grace period or thereafter
report that customer on its USAC Form 497,

Virgin Mobile Designation, 124 and n.53. Accordingly, the lines are ¢ligible for support for 60
days after a customer has stopped using them altogether and before the ETC has undertaken any
investigation to determine whether the customer even wants the service anymore. The lines will

also remain eligible for support as long as the customer uses the service by the 89" day, [ I
* The FCC’s position on Lifeline grace-periods confirms
that the proposed interpretation of Section 54.307 is fundamentally inconsistent with the
applicable law.

In brief, Coral’s interpretation of the FCC’s rules is reasonable, and its March 31, 2007
filing is accurate and compliant with such rules. By contrast, the proposed interpretation seeks to
introduce terms from irrelevant and inapplicable rules in a way that is not even appropriate for
those rules let alone the universaj service rules at issue here.

13



Aug. 10, 2012 Letter - Att. 7 (pt. 2)
CONFIDENTIAL

The Proposed Interpretation Is Fundamentally Inconsistent With the Facts

The industry does not, and cannot, apply the myopic interpretation of “revenue
producing” upon which the proposed finding ultimately is based. Until a telephone number is
actually disconnected pursuant to the service plan, it is impossible for any carrier — post-paid or
pre-paid — to know on any given date whether any particular line is “revenue producing” under
the myopic interpretation upon which the proposed finding is based.

Al carriers providing service under a post-paid plan do not know during any given
service period whether they will be subsequently paid for services provided, and nearly all
carriers, whether offering a post-paid plan or a pre-paid plan, continue to provide service for a
defined time period after a payment is missed. If the customer ultimately does not pay, then the
line would be considered “non-revenue producing” for the final 30-90 day period preceding
disconnection under the proposed interpretation. By contrast, if the customer pays at any time
before disconnection, the line will have been a “revenue producing” line the entire time. For this
reason, wireless carriers typically count every line that is assigned to a particular customer as a
“working line” unti! the line is disconnected.

Although “revenue producing” is not relevant for the definition of “working loops” for
universal service purposes, the description of Coral’s services and policies in the USAC Letter
and Updated Report is simplistic and inaccurate. For example, the Updated Report states in
relevant part as follows: '

The Beneficiary provides wireless services on a month-to-month
basis where the services are paid in advance. As the wireless
service is prepaid, the line ceases to be revenue producing at the
end of the prepaid period, and thus should not be included in the
filings.

“Effect” portion of Updated Report (emphasis added). Accordingly, the proposed finding
assumes that a line under Coral’s prepaid service plan does not generate — and is not capable of
subsequently generating — any revenue during the time period after a missed payment.

In reality, the service initiation and disconnection dates of a line under Coral’s pre-paid
plan are based on total revenue generated by fixed fees, variable fees and equipment sales, which
is consistent with wide-spread industry practices. Like many providers of wireless services under
post-paid or pre-paid plans, Coral does not immediately disconnect lines for late payment of
service fees, which is important to all customers, including particularly the low-income
customers that comprise a large portion of Coral’s customer base. A Coral line will not be
disconnected if the customer pays at any point between the missed payment date and
disconnection of the line. Accordingly, a line is revenue-producing for Coral from the time it is
assigned to a particular customer until the point the line is disconnected pursuant to the plan.

The Proposed Interpretation of Section 54.307 Could Only Be Applied by the
FCC on a Prospective Basis

The FCC itself could not apply the proposed interpretation of Section 54.307 of the
FCC’s rules on a retroactive basis. The courts and the FCC have consistently held that when a
rule is unclear, the FCC’s subsequent interpretation of that rule should be given prospective
application only.
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